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O R D E R  

On J a n u a r y  1 7 ,  1 9 8 3 ,  t h e  C o m m i s s i o n  c n t c r e d  an O r d e r  

I n  t h e  above case a p p r o v l n g  t h e  amended c o s t  a l l o c a t i o n  

procedures of G e n e r a l  T c l c p h o n c  Company of K e n t u c k y  

( " G e n e r a l " )  w h i c h  ucre  s u b m i t t e d  November 2 4 ,  1 9 8 2 ,  w i t h  t h e  

e x c e p t i o n  of t h e  c a p i t a l  c a r r y l n g  c o s t  r a t e  on  j o i n t l y - u s e d  

a s s e r e  a n d  t h e  c a p i t a l  c a r r y i n g  c o s t  r a t e  on c a e h  w o r k i n g  

c a p i t a l .  F u r t h e r ,  t h e  Commission'e O r d c r  r e q u i r e d  General t o  

i m p l c m e n t  t h e  c a p i t a l  c a r r y i n g  c o s t  r a t e  on j o j n t l y - u s e d  

a s s e t s  a n d  on c a s h  working c a p i t a l  as a p c c i f i e d  j n  t h e .  

Commisa3on'e l e t r c r  o f  S c p t a m b e r  3 0 ,  1 9 8 2 .  T h i s  l e t t e r  

s t a t e d  t h a t  t h e  c a p f t n l  c a r r y j n p  cost r a t e  on j o i n t l y - u a u d  

aeeets should b e  c o m p u t e d  using t h c  e m b e d d e d  cost of d e b t  and 

t h e  r e q u e s t e d  c o s t  of equity propoaed in t h e  m o s t  recent 

general rate cane and t h a t  t h c  capital c a r r y i n g  c o s t  r a t e  on 

cash w o r k s n g  c a p i t a l  s h o u l d  b e  the c u t r c n t  cost of s h o r t - t c r m  

d e b t  y l u a  2 p c r c e n t .  

On F e b r u a r y  7 ,  1 9 8 3 ,  General  r e q u c o t e d  t h a t  t h e  

Coamirrsion r c c o n s i d c r  its O r d c r  a n d  t h a t  G c n c r c r l  hc a f f o r d c i d  



'khe 0 p p o r : u n f t y  t o  p r e s e n t  a d d i t i o n a l  i n f o r m a t i o n -  

' F u r t h e r m o r e ,  o n  F e b r u a r y  2 5 ,  1983, G e n e r a l ,  a s  r e q u i r e d  b y  

t h e  C o m m i s s i o n ' s  O r d e r  e n t e r c d  F e b r u a r y  1 7 ,  1 9 8 3 ,  f i l e d  i t s  

s t a t e m e n t  of met tc r s  on w h i c h  r c l i . t a r i n g  w a s  s o u g h t .  

G e n e r a l ' s  p r i m a r y  c o n c e r n  W E I S  t h e  C o m m i s s i o n ' s  d e v i a t i o n  f r o m  

u s e  of t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  r e t u r n  e s t a b l i s h e d  

d u r i n g  a g e n e r a l  r a t e  p r o c e e d i n g  f o r  t h e  d e t c r m j n a t i o n  o f  

carrying c o s t  t o  the n o n r e g u l a t c d  p o r t i o n  of its h u a i n e s s .  

A r e h e a r i n g  w a s  I i c l d  o n  A p r i l  6 ,  1 9 8 3 .  A t  t h e  

h e a r i n g  G e n e r a l  p r e s e n t e d  a s t a t e m e n t  of i t s  p o s i t i o n ,  and 

Mr. B r u c e  H. H o l m b e r g ,  Vice P r e o i d c n t - G e n e r a l  M a n a g e r  of 

General T e l e p h o n e  o f  K e n t u c k y ,  was a v a 9 J a b J e  for 

c r o s s - e x a m i n a t i o n .  

G e n e r a l ' s  p o s i t i o n  i s  t h a t  i t  o p e r a t e s  o n e  b u s i n e s s  

a n d  t h a t  t h e  costs t o  t h e  r e g u l a t e d  a n d  u n r e g u l a t e d  s e g m e n t s  

of t h e  b u s i n e s s  s h o u l d  b c  e q u a l .  T h e  C o m m i s s i o n  a g r e e s  t h a t  

o f f i c i a l l y  G e n e r a l  o p e r a t e s  one h u s l l n c s s .  Howcver , t h c  

C o m m i s s i o n  d o c 6  n o t  a g r e e  t h a t  t h c  costs o f  t h c  t w o  s e g m e n t s  

of t h e  b u s i n e s s  should b e  e q u a l ,  s i n c c  t h e  risks may d i f f e r  

m a t c r l a l l y .  W i t h  t h e  r a p i d l y  changing c n v j r o n r n c n t  in t h e  

t e l c c o r n m u n i c a t i o n s  i n d u s t r y ,  t h e  n o n r c g u l a t e d  s e g m e n t  h n s  

bocn f o r c c d  i n t o  t h e  w o r l d  of c o m p e t i t i o n  a n d  h i g h  

technology. T h e  C o m m i o s i o n  r c c o g n l z c e  t h i s  and itt o f  the 

o p i n i o n  t h a t  t h e  risks of t h e s e  t w o  s e g m e n t s  d i f f c r ,  and, 

t h e r e f o r e ,  t h e  n o n r e g u l a t e d  segment s h o u l d  not bc s h e l t e r e d  

by t h e  r e g u l a t e d  e c g m c n l .  
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I n  the a b s c n c c  of a r m s - l e n g t h  t r a n s a c t i o n s  b e t w e e n  the 

u n r e g u l a t e d  and r e g u l a t e d  s e g m e n t s  wherein tlic d i e t l n c t  c o a t s  

of d o i n g  b u s i n e s s  c o u l d  be a s c e r t a . i n e d ,  j u d g m e n t  m u s t  be 

used. It is, t h e r e f o r e ,  t h c  opinion of t h c  Commiseion that 

General d i d  n o t  p r o v i d e  a n y  new evidcncc to e u p p o r t  its 

p o s i t i o n  t h a t  t h e  c o s t s  s h o u l d  bc e q u a l ,  a n d  t h e r e f o r e  t h o t  

the Order e n t c r c d  J a n u a r y  1 7 ,  1983, s h o u l d  n o t  h e  c l i a n g c d .  

During the  r c h c a r i n g  Gcneral r a i s e d  t h e  i s s u e  of 

asskts and  cash flow of the n o n r e g u l a t c d  s e g m e n t  bcing u e e d  

by the regulated s e g m e n t  and t h e  a p p r o p r i L t c  c o s t  rates when 

t h i s  o c c u r r e d .  General c o n t e n d e d  t h a t  i t  would be flloglcal 

f o r  t h e  r e g u l a t e d  s e g m e n t  t o  p r o v f d e  a c a r r y f n g  c o s t  to t h e  

n o n r e g u l a t c d  s e g m e n t  i n  c x c c s s  o f  t h a t  w h i c h  c o u l d  be 

obtained i n  a n  a r m s - l e n g t h  t r a n s a c t i o n .  T h e  C o m m i s s i o n  

agrees. C o n s e q u e a t 3 y ,  the Commission is o f  t h e  o p f n l o n  t h a t  

i n  t h c  e v e n t  t h e  cash flow i s  f r o m  t h c  n o n r c g u l a t e d  s e g m e n t  

t o  t h e  r e g u 1 a t c . d  s e g m e n t .  t h c  c a s h  working c a p i t a l  c a r r y i n g  

c o s t  r a t e  should be no g r e o t e r  t h e n  t h e  cheapest a l t e r n a t e  

Bource of f u n d s  and t h a t  w h e n  t h e  r e v e r s e  is t r u e ,  t h e  

n o n r c g u l o t c d  s e g m c n t  should c o n t i n u e  t o  r c s f l c c t  a p r o m l u m  of 

2 p e r c e n t ,  t h u ~  p r o v i d i n ) :  t l ic  lcast c o s t  to t l r c r  r c g u l e t c d  

r a t c p n y u r e .  f r i r ~ l r c r m u r c ,  l n  Ltic c ~ v c i i t  IionrcKulatetl  s u a c t s  

a r c  j o l n t l y  u s e d ,  Gencral's rL.guls t t :c l  s e g m e n t  should make 

e v e r y  e f f o r t  t o  o b t a l n  a n  a r m s - l c n g t i i  r e n t a l   COY^ o r  p u r c h o e c  

c o s t  o f  s u c h  assets a n d  may b e  r e q u i r e d  b y  t l i c  C o m n f s e i o n  to 

p r o v a  t h a t  i t s  c o s t s  r e f l e c t  t h i s  c o n c e p t .  
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IT I S  THEREFORE ORDERED t h a t  t h e  Commiesjon'e Order 

entered J a n u a r y  17, 1 9 8 3 ,  be and i t  h e r e b y  is affirmed. 

IT IS FURTHER ORDtKED t h a t  in the event t h e  regulated 

segment has t h e  opportunity of obtaining funds or asscti from 

t h e  nonregulated segment  e v e r y  effort m u s t  bc m a d e  to o b t a i n  

those f u n d s  or a 5 s e t s  at D cost rate n o  greater than t h a t  

w h j c h  c a n  l>c o b t u i n r d  through u r i n e - l e n g t h  b a r g a i n i n g  w i t h  a n y  

other l e n d o r  or vendor. 

IT IS F U R T H E R  O R D E R E D  that ;  all o t h c r  eccountlng and 

allocation p r o c e d u r e s  n o t  specifically mentioned h e r e i n  s h a l l  

remain i n  full force and effect. 

Done at Frankfort, Kentucky, t h l s  13th day of play, 1983. 

P U B L I C  SEKVICE C O M I 4 I S S I O N  

5 V I  e Cheirms 

Commissiuncr 

ATTEST : 

S e c r e t a r y  
w 
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